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EXPORT SALES ARE BEING REGAINED at a faster pace than they were lost, 
but they're still far below the peak of 7 or 8 years ago. In USDA's 
tentative forecast for fiscal 1988, U.S. agricultural exports are 
projected at 141 million metric tons (up !2 million tons, or 9%, from 
1987), with a value of around $32 billion (up $4 billion, or 14%). 


Shi ts of 141 milli would represent a regaining in 2 years of 
more than half the 54 million tons lost in 6 years. The low point was !10 
million tons in 1986. During fiscal 1988, which began October |, 
substantial increases in the U.S. share of world markets are expected, 
especially in grains. 


The upturn _in overseas sales stems in large part from more competitive 
U.S. prices (reflecting lower loan rates) and the Export Enhancement 


Program, says ERS economist Steve MacDonald. Loan rates have been cut 31% 
for wheat and 29% for feed grains since fiscal 1986, and a rice marketing 
loan helped sales of that commodity. The EEP, a transition tool created 
in 1985, helped sel! 19 million tons of grain in fiscal 1987. Another 
factor in rising exports is bad weather in several countries, including 
the Soviet Union, Thailand, and Australia. 


World s of ities are falling, while use is increasing. 
(Yet, stocks of several crops remain relatively large by historical 
standards and are still a price-depressing factor, especially in grain 
markets.) Price gains are expected this year for U.S. grains, cotton, and 
soybeans. The weaker dollar and the Targeted Export Assistance Program 
also are benefiting exports, especially of high-value products. 


U.S. imports this year are projected at $20.5 billion, about the same 
as last year. The U.S. agricultural trade surplus would thus improve by 
$4.2 billion, to $11.5 billion. 


Exports of wheat and flour from this country are expected to account 
for nearly 36% of world trade this year, up from 27% in 1987. The wheat 


exports may increase by 25%, up to 35 million tons, with value increasing 
$! billion, to $4.1 billion. (Both the Soviet Union and China are 
expected to buy sizable quantities of U.S. wheat.) 


U.S. coarse grain exports, by value, are expected to increase 7% to 
$4.6 billion during fiscal 1988, for a world share of 53%. Volume would 


be 52.3 million tons, an increase of about 10%. Exports of oilseeds and 
products are projected at $7.3 billion, up $800 million from 1987. The 
value of rice exports is expected to be up this year, although volume may 
be down because of lower production. Cotton exports are forecast at |.6 
million tons (7.2 million bales), valued at $2.3 billion. 


High-value products, which have resisted the downtrend that affected 
bulk commodities, made up rearly half of the value of 1987 U.S. farm 
exports, and should increase again this year. Horticultural exports are 
expected to total $3.5 billion in value, about $350 million above 1987. 
Tobacco exports could increase slightly, and overseas sales of |ivestock, 
dairy, and poultry products are expected to remain near $5 billion. 
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Time for a Fresh Look at Futures? by Jack Harrison 


Futures trading might be one tool that farmers and ranchers could make more 
use of as government's role in agriculture decreases. Futures, options, and 
cash forward contracts can provide price protection and reduce the risks of 
sudden, substantial price changes. Help in learning about the futures markets is 
available. 


irradiation of Foods Not Yet Widely Accepted by Rosanna Mentzer Morrison 


Food irradiation has been given a brief test in the marketplace, but the results 
were not conclusive. In this article, economist Rosanna Mentzer Morrison 
discusses some of the bericfits and obstacles to wider use. Consumer 
acceptance and the cost of the processing are among the concerns. 


Conservation Reserve Program Is on Target by Doug Martinez 


Nearly 23 million acres have been placed in the federal Conservation Reserve. 
This puts the program on schedule to retire 45 million acres of highly erodible 
farmland by 1990. Officials say that erosion already has been reduced 
substantially. And the program is making progress on two other goals: reducing 
commodity surpluses and trimming the increases in federal commodity 
program payments. 


DEPARTMENTS 


Agricultural Roundup: Farmers’ Work Hours, Cigarette Exports, and More 
Reports in the News: Groundwater Contamination; Irrigation Study 
Farmiine Trends: Monthly Price Monitor 


SPECIAL IN THIS ISSUE 


Trying Times for Input Industries 


Atwo-page display of charts outlines the drop in spending on such input items 
as tractors, trucks, fertilizer, pesticides, feed and seed during the last few years. 
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Time for a Fresh 
Look at Futures? 


iven the possibility of a smatier govern- 

ment role in agriculture’s future, 
analysts are starting to think about how the 
farmer can adapt. They are examining the 
strategies and tools a farmer might use to 
limit, or share, the risks of sudden and 
dramatic price changes. 


One of the tools farmers may gradually turn 
to is the futures contract, according to 
economist Richard Heifner of USDA’s 
Economic Research Service. 


“The use of futures and options could 
become more important to U.S. farmers 
and ranchers in an agricultural environ- 
ment where government's role in support- 
ing prices is decreasing,” he says. 


Today, relatively few farmers use the 
futures markets directly, but a large per- 
centage rely on price quotations from those 
markets. And many sell their commodities 
through “‘cash forward contracts” that are 
based on futures prices. 


Farmers and ranchers can use futures 
transactions to help assure returns on 
crops or livestock that are not yet ready to 
be sold. This is price protection somewhat 
like insurance. It also works for those who 
expect to buy commodities, such as feed 
for livestock. 


in simplest terms, a futures contract is an 
agreement to buy or sell a fixed amount of 
a commodity for a stated price at a given 
future date. Selling futures contracts is one 
form of “forward contracting,” which 
basically means arranging price and other 
terms of sale in advance of delivery. Other 
forms are commodity options and cash for- 
ward contracts. (An option gives the buyer 
the right, but not the obligation, to buy or 
sell an asset—in this case a futures 
contract—during a certain time period for 
a stipulated price.) 


A farmer can use futures contracts to help 
guarantee the price to be received for the 
corn or wheat that is being grown. Or a 
cattle feeder can use futures to approx- 
imately fix the price to be paid later for feed. 
Such transactions are called “hedging,” 
from the definition, ‘to provide protection.” 
Futures contracts are highly standardized 
as to quantity, grade, location, time, and 
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A farmer whose production is not 
hedged is speculating on the cash 
price he will receive for the 
commodity. 
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method of delivery. Only price has to be 
decided at the time of the transaction. This 
standardization makes it easier to get in- 
terested parties together. 

A Chicago Board of Trade corn contract, 
for example, calls for delivery of 5,000 
bushels of No. 2 yellow corn at an 
approved warehouse in Chicago, Toledo, 
or St. Louis. Corn contracts calling for 
delivery during the following March, May, 
July, September, and December are traded 
daily. Alternate grades to No. 2 corn can 
be delivered, for a price differential. Actual 
deiivery on futures contracts, however, is 
rare. Most are offset by opposite trades 
before they mature. When delivery occurs, 
it is through a warehouse receipt. 


A Risk-Limiting Strategy 
Prices in the futures markets are deter- 


mined by what traders believe cash prices 
will be at future times. Traders are con- 
stantly studying a great deal of information 
about various aspects of supply and 
demand. 


Contracts between farmers and local 
buyers are called cash forward contracts. 
They can be designed to fit specific needs 
as to size, quality, time, and place of 
delivery. Cash forward contracting is a way 
for farmers not only to provide price pro- 
tection but also to assure themselves a 
market for perishable crops such as fruits 
or vegetables. And it’s a way for processors 
to assure themselves a steady supply of 
commodities they need to keep their plants 
operating. 


A Commodity Futures Trading Commission 
study several years ago found that only 7 
percent of U.S. farmers used futures, and 
many of them were apparently speculating 
(trying to make money by buying and sell- 
ing contracts based on anticipated price 
changes) instead of hedging. 


Farmers who use futures tend to be the 
ones with larger operations. The most 
frequently hedged commodities are wheat, 
corn, soybeans, cotton, cattle, and hogs. 


The risks in farming, and therefore the im- 
portance of revenue protection, are 
increased as farm operations get larger, 
more specialized, and more dependent on 
large amounts of borrowed capital, Heifner 
says. ‘‘Many farmers could gain by using 
futures and options in certain situations,” 
he adds. This depends on an individual’s 
production program, equity position, 
financing, and attitude toward risk, plus the 
current market situation for a particular 
commodity. 


Using futures reduces risk over the period 
a contract is held. The producer who has 
sold a futures contract can’t suffer a big 
loss if prices fall, because the selling price 
is effectively set by the futures contract. 
(But he also can’t gain additional profit if 
prices rise—at least not on the amount of 
the commodity covered by the contract.) 


“Hedging generally cannot increase 
average returns per unit produced, but may 
allow expansion of operations by enabling 
increased borrowing or by reducing the 
amount of financial reserves needed,”’ 
Heifner says. He adds that hedging can 
reduce price risks on crops in storage or 
livestock being fed by as much as 90 per- 
cent or more. For growing crops that are 
subject to yield uncertainty, the reduction 
in revenue risk is likely to be in the range 
of 40 to 60 percent. 


Some banks and other lenders require a 
hedge with either cash forward, futures, or 
options contracts before making a loan on 
the value of commodities being produced. 
In this way, hedging can help farmers 
obtain loans for operating capital. 


Others Spread Risks, Too 

Merchants and processors are the primary 
users of futures markets to spread risks. 
Hedging is particularly effective for 
merchanci:ing, storage, and processing 
activities where yield risk is not a major 
factor, Heifner says. And futures markets 
are most convenient for firms that buy and 
sell frequently and in large volume. 
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Many futures and options traders are pure 
speculators. They buy and sell contracts 
solely to profit from anticipating price 
movements. Farmers may choose to 
speculate, but they must realize that suc- 
cess depends entirely upon one’s ability to 
forecast prices better than other traders, 
and the risks are great, Heifner says. It is 
the buying and selling by the speculators, 
however, that help make a market for the 
hedgers. 


How does the process of hedging work? 


At the time a farmer commits resources to 
producing a crop, including borrowing 
operating funds, he might sell futures con- 
tracts to essentially lock in a price for the 
crop. Unless he is prepared to actually 
deliver the commodity under the futures 
contract (which most hedgers do not do), 
he won’t have an absolute guarantee on 
the price. The reason is that when he sells 
his crop on the cash market, after taking 
out an opposite contract to cance! the 
futures transaction, the cash market price 
may not be in the same relationship to the 
futures price as he anticipated. 


The difference between the local cash price 
and the futures price is cailed the “‘basis.”’ 
Since this can vary, the farmer may make 
more or less than he expected. This is why 
studying the local basis is an important part 
of using the futures markets. 


How much does it cost to buy and sell 
futures contracts? 


The commission that is paid to a broker to 
handle transactions can vary. Commis- 
sions are negotiable and discounts are 
frequently offered. The usual ‘‘round-tsrm” 
commission (covering both selling a con- 
tract and then buying an offsetting one 
later) may be $50 to $90 on a standard 
5,000-bushel contract. At $1.85 a bushel, 
5,000 bushels of corn would be valued at 
$9,250. 


Another possible cost is the interest on a 
“‘margin account.’”’ A person acquiring a 
contract does not have to pay ihe whole 
cost up front, but rather just a portion, 
usually 5 to 10 percent. This is called the 
margin. More or less margin may be re- 
quired during the life of a contract, as the 
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price goes down or up, and the trader 
covers losses or is credited with gains on 
the futures position. 


Risks of ‘‘margin calls,”” when the broker 
asks for more money to be deposited in a 
margin account due to a futures price 
change, is one of the disadvantages many 
farmers see in using futures. Other risks 
are present, as well. For instance, in the 
event of a crop failure, a farmer who has 
hedged his crop might have to buy out of 
the contract at a loss. Economists say this 
is one reason to hedge only part of an ex- 
pected crop, until the crop is harvested and 
yield assured. 


Anyone who buys and sells commodities 
or other assets has risks and uncertainties, 
Heifner notes, citing the stock market 
decline and volatility that began suddenly 
in late October. Futures prices fell at the 
same time, though not as much as stocks 
in general. On the other hand, a farmer 
who goes without any form of price protec- 
tion is accepting the risks inherent in the 
cash market. 


Alternative Forms of Forward Selling 

Many farmers obtain some price protection 
without exposing themselves to the poten- 
tial pitfalls of direct trading in futures. The 
type of forward selling known as cash for- 
ward contracting can take several different 
forms itself. One is the “minimum price 


contract,’’ under which a local buyer 
guarantees a farmer a minimum price. If 
the price goes up, the farmer will receive 
more than the minimum agreed on. The 
farmer is obligated to deliver the 
commodity to the local buyer, as in all 
forms of forward contracting. 


Under a “‘price-later’’ contract, the farmer 
gives up title to the commodity after he has 
harvested and delivered it to be shipped 
out by the buyer. The price for the trans- 
action is determined later. The farmer has 
the option to decide when, during a 
stipulated time period, to accept the posted 
local cash price or a price based on futures 
quotations. 


Commodity options are a fairly new 
forward-pricing tool, having been in- 
troduced in their modern form just within 
the last 3 years. An option, bought for a 
certain premium, gives the buyer the right 
to buy or sell an asset during a stated time 
period. But he isn’t required to exercise the 
option. If the price is not to his advantage, 
he can just let the option expire. However, 
the premium expense is lost in this 
situation. 


The right to sell is a ‘put option,” and the 
right to buy is a “‘call option.” The option 
buyer can choose from among several 
“strike prices’ —the transaction price if the 
option is exercised. Strike prices at various 
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levels above and below the current futures 
price are usually available. Premiums in- 
crease as the selected level of price in- 
surance is increased. For puts, premiums 
increase as higher strike prices are 
selected. For calls, premiums increase as 
lower strike prices are selected. 

“Options widen farmers’ pricing alter- 
natives and may be preferred to futures by 
many farmers,”’ Heifner says, ‘‘but they 
cannot guarantee hi¢her average returns 
than futures.”” He advises farmers to study 
the various forward contracting alternatives 
carefully before making trading decisions. 
With options, he reminds potential users, 
you know your cost in advance, you are not 
subject to margin calls, and you don’t forfeit 
the opportunity to take advantage of 
favorable price shifts in the cash market 
that may occur before the option expires. 


Commodity options are available, from 
various exchanges, in wheat, corn, soy- 
beans, cattle, hogs «nd cotton. There has 
been an increasing u e of put options (the 
right to sell at a given price) by cattle 
feecers since live cattle options became 
available in 1985, Heifner says. It is not cer- 
tain just how much farmers are using other 
agricultural commodity options, he adds. 


A Temporary Transaction 

For the farmer who plans to use the futures 
market for the first time, the best prepara- 
tion is a thorough understanding of how the 
market works. With that understanding, a 
farmer can set his objectives. 


Hedging, it should be remembered, is just 
a temporary substitute for a cash trans- 
action planned later for the physical com- 
modity. ‘‘The futures markets are designed 
to transfer risks, not products,’’ a former 
ERS economist said. 


Many farmers hedge selectively, Heifner 
says. That is, a crop farmer sells forward 
when the price of a commodity seems more 
likely to go down than up, and a livestock 
feeder buys feed forward when the price 
of feed seems more likely to go up. The 
problem, of course, is to know which direc- 
tion price is more likely to move. 





Someone who loses a lot of 
money in the futures market 
probably has gone beyond a safe 
hedge into risky specuiation. 





Among the reasons farmers give for not 
using the futures markets are that they 
believe such transactions are too risky and 
they don’t understand what seems to be 
a complicated system. ‘‘Farmers can learn 
the procedures, with a little study and some 
help from professionals,”” says ERS 
economist Jerry Plato. Help is available 
from Extension Service specialists. 


“When you hear that someone has lost a 
lot of money in the futures market, it is 
probably a case of going beyond a safe 
hedge into risky speculation,’ Heifner 
says. 


The ERS economists advise farmers who 
hedge to have a plan and stick to it. Futures 
markets move rapidly and often erratically, 
and a hedger who does not have a trading 
plan might get caught up in the psychology 
of the moment and risk making mistakes. 
“The plan should be geared to your in- 
dividual production costs, cash flow needs, 
profit goals, and willingness to take risks,”’ 
Heifner says. An example of a trading plan 
could be to hedge haif of the expected crop 
at a price that will cover variable costs 
(such as seed, chemicals, fertilizer, and 
fuel). Additional amounts may be hedged 
as the yield becomes more certain. 

Farming inevitably involves risks of one sort 
or another, the economists point out. A 
farmer whose production is not hedged is 
speculating on the cash price he will 
receive for the commodity. ‘‘Many farmers 
are accustomed to this particular type of 


Program Will Teach 
Farmers About Futures 

A pilot program to train U.S. farmers modities on a futures market or op- 
and ranchers in futures and options tions market in a manner designed 
trading is being planned for next to protect and maximize the return’’ 
spring, to be carried on in at least 40 on commodities they produce and 
The demonstration program was Also mandated by the same section 
mandated by the 1985 farm bill. A of the 1985 farm bill was a study, 
13-member advisory committee of which is being conducted by USDA’s 
producers, traders, processors, and Economic Research Service, “‘to 
exporters, appointed by the determine the manner in which 
Secretary of Agriculture, is helping to agricultural commodity futures 
select the counties and determine markets and options markets might 
the details of the program. Those be used by producers to provide 
details were still being worked out price stability and income protec- 
when this issue of FARMLINE went tion.” The study also is to determine 
to press. the “federal budgetary impact of 


The program, which probably will last 
for 16 to 24 months, will deal with 
use of futures and options markets 
for wheat, feed grains, soybeans, 
and cotton. The directive called for 
“an extensive educational program 

for producers,” now “pastaipate 
in the trading of designated com- 


The findings of this study are to be 
reported to the Senate and House 
Agriculture Committees by the end of 
1988. ERS economist nichard 
Heifner heads the study team. 
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risk, and are relatively satisfied with this 
sort of speculation,” Heifner says. 


Most farmers are wary of the unfamiliar 
risks of using the futures and options 
markets. But this is another tool that many 
could benefit from using, if they learn how 
to use it carefully and intelligently, Plato 
says. 

And as the government provides less price 
protection, farmers will be looking for other 
forms of ‘‘insurance”’ such as futures. O 
[Based primarily on information provided by 
economists Richard Heifner and Jerry Plato 
of the Commodity Economics Division, 
Economic Research Service.] 


FARMLINE/December-January 1988 


it Helps To Know 


the Language of Futures 


Here are definitions of some impor- 
tant terms used in futures trading 
and other forms of forward selling: 


Basis: The difference between the 
price of a futures contract (usually 
the nearby futures) and the local 
cash price of a commodity. 


Basis Risk: The possibility of unex- 
pected variation in basis, and a 
resulting loss of expected revenue 
when a futures contract is liquidated 
and the commodity sold on the cash 
market. 


Cali Option: An option contract that 
gives the buyer the right to buy an 
asset at a specified price. 

Cash Forward Contract: A forward 
contract other than a futures contract 
or option. 

Commodity Exchange: An organiza- 
tion operating under a set of bylaws 
aimed at promoting trade in one or 
more commodities by providing serv- 
ices and rules for the conduct of 
trade. 


Deferred Pricing: Cash forward con- 
tracting that provides for determining 
price by formula at a later date. This 
also may be called ‘‘booking the 
basis,”’ when the formula sets price 
relative to a futures price. 


Delayed Pricing: A type of deferred 
pricing that provides for transfer of 
title before the price is determined 
and final settlement made. Contracts 
including this feature are sometimes 
called ‘‘price-later” contracts. 
Delivery Month: The specified 
month during which a futures con- 
tract matures and can be settled by 
delivery. 

Delivery Point: A location where a 
commodity can be delivered to fulfill 
a futures contract. 


Forward Selling: Forward contract- 


ing in which the price is fixed at the 
time the contract is entered. 


Forward Contract: An agreement 
between two parties that defines 
rights and obligations to deliver and 
pay for a designated commodity on a 
designated future date. 


Futures Contract: A forward con- 
tract traded under the bylaws of an 
organized commodity exchange, with 
standardized trading methods and 
delivery terms. 


Hedging: Taking a position in a com- 
modity futures contract as a tem- 
porary substitute for an anticipated 
cash transaction in the same or a 
closely related commodity. 

Long: The position of owning an 
asset or a fixed-price contract to buy 
the asset. 


Margin: Required money or collateral 
deposited by a customer with a 
broker, to ensure fulfillment of obliga- 
tions under a futures contract. 


Offset: The liquidation of a futures 
position by an equal and opposite 
transaction. 

Open Position: Ownership of a 
fixed-price forward contract, especiai- 
ly a futures contract. 


Option Contract: A contract pur- 
chased for an agreed sum of money, 
which gives the buyer the right, but 
not the obligation, to buy or sell an 
asset at a stipulated price during a 
specified time period. 

Option Writer: A person who sells 
an option contract, receives the 
premium, and bears the obligation to 
buy or sell the asset at the strike 
price. 

Option Premium: The amount an 
option buyer pays the option writer 
for an option contract. 

Put Option: An option contract that 
gives the buyer the right to sell an 
asset at a specified price. 

Short: The position of holding a 
fixed-price contract to sell an asset. 


Strike Price: The price at which an 
option contract may be exercised. 





irradiation of Foods 
Not Yet Widely Accepted 


Scientists have long known that radiation can be used to kill insects, destroy 
microbes that cause food spoilage, and otherwise help preserve foods. Only 
recently, however, has the process—called irradiation—been given a brief test in the 
marketplace. Economist Rosanna Mentzer Morrison of USDA’s Economic Reseerch 
Service has studied the issue and written extensively about the economics of fuod 
irradiation. In the following article, she considers some of the benefits and hurdles to 


wider use. 


ast March, two supermarkets in the Los 

Angeles suburbs offered Hawaiian 
papayas labeled with a small green 
symbol. Six months earlier, a Miami super- 
market featured some Puerto Rican 
mangoes carrying the same symbol. 


In both cases, USDA had permitted a small 
quantity of fruit to be irradiated to sterilize 
fruit flies and satisfy U.S. quarantine re- 
quirements. The mangoes and papayas 
were shipped to the stores, where special 
displays provided information about the 
treatment to shoppers who could then 
sample and purchase the fruit. 


These two instances were the first and, so 
far, the only test marketings of irradiated 
food in the United States. 


Irradiation continues to face a number of 
obstacles. Processors are concerned about 
food quality, the economics of radiation 
processing, consumer acceptance, and 
possible import barriers that irradiated 
foods might face in foreign markets. In 
addition, some restrictions still apply (for 
example, USDA has not yet accepted 
irradiation as an effective insect control 
treatment for quarantined items, such as 
Hawaiian papayas and Puerto Rican 
mangoes). 


Although the future of irradiation remains 
uncertain, regulatory changes in the last 
few years have opened the door to wider 
use. 


'n April 1986, the U.S. Food and Drug Ad- 
ministration (FDA) issued its first blanket 
approval of low-dose irradiation to control 
insects and extend the shelf life of foods. 
FDA had given its permission a year earlier 
for irradiation of pork to control the parasite 
that causes trichinosis. 


Other foods previously approved by FDA 
fur irradiation are wheat, wheat flour, 
potatoes, and spices and vegetable 


The test marketings did not 
eliminate lingering concerns about 
consumer acceptance. 


seasonings. However, only spices are 
routinely treated in the United States. Of 
spices sold, less than 5 percent are 
irradiated, mainly for use in processed 
foods. 


Although irradiated foods are exposed to 
ionizing radiation, the foods themselves do 
not become radioactive. The radiation 
sterilizes or kills insect and microbial pests 
by damaging their genetic material and 
forming substances toxic to the pest. Ir- 
radiation also slows ripening and sprouting 
in fresh fruit and vegetables by interfering 
with cell division. 





po fee aA to pad > 
carry s , 

with a statement that the has been 
“treated with radiation”’ or ‘“‘treated by ir- 
radiation."’ if foods that packaged, 


The effects of irradiation depend on the 
dose absorbed, usually measured in 
kilorads (krads). Doses under 100 krads 
can sterilize insects in harvested produce 
and grain, delay sprouting of potatoes, 
onions, and other root crops, slow ripen- 
ing of tropical fruits, and inactivate the pork 
parasite that causes trichinosis. 


Medium doses (100 to 1,000 krads) can 
extend the shelf-life of fresh meats, fish, 
and a few fruits by reducing micro- 
organisms that cause spoilage. Disease- 
causing micro-organisms, such as 
salmoneliae, are also killed. 


FDA has not approved medium doses, but 
the agency is reviewing a USDA petition 
to use 150 to 300 krads to reduce 
pathogens in poultry. Except for spices, the 
high doses needed to sterilize packaged 
foods for unrefrigerated storage (2,300 to 
5,700 krads) are not allowed for commer- 
cial use. 


Irradiation achieves its effects without rais- 
ing the temperature of the product 
significantly. Thus, fresh meats and fish 
can be irradiated for disease control or 
longer shelf-life and stay fresh. Irradiation- 
sterilized meats and seafood have superior 
texture and maintain nutritional contents 
comparable to conventional canned foods. 


Agricultural chemicals are facing increas- 
ing regulatory pressures concerning 
residues and worker exposures. Irradiation 
offers an alternative to chemical fumigants 
and sprout inhibitors. For spices, irradia- 
tion preserves flavor and color better than 
the alternative treatments of heating and 
gassing. 


Irradiation’s other food uses include nitrite 
reduction for bacon, beef tenderization, 
shortening rehydration time and improving 
quality for dehydrated foods, and speeding 
the aging of red wines. 


Cost and Food Quality 

A major problem with food irradiation is that 
often the dose needed to kill the insect or 
microbial pest damages the food. Medium 
doses may soften and pit fruits and 
vegetables, and create off-flavors and 
odors in radiation-sensitive meats, 
especially turkey. Irradiation leaves no pro- 


FARMLINE/December-January 1988 





=p 





tective residues, so proper packaging and 
refrigeration are needed. 


Economic factors pose another hurdle. Ir- 
radiation is capital intensive, requiring a 
minimum investment of around $1 million 
per new facility. An ERS analysis found that 
an irradiation facility must treat 30 to 50 
million pounds of food a year to bring costs 
down to 1% to 2 cents per pound. With 
larger volumes, unit costs would be lower. 
The ERS estimates are for hypothetical 
facilities designed to treat a specific food. 
Spices are currently irradiated in contract 
facilities which treat a variety of products 
for a fee. 


Irradiation must compete with existing 
preservatives and fumigants by offering a 
superior service or a lower cost treatment. 
Preliminary comparisons show irradiation 
to be more costly than chemical treatment. 
ERS estimates that irradiating papaya runs 
1 to 4 cents per pound, higher than the 
reported 0.3 to 2.3 cents per pound for 
chemical fumigation. 


Diagram of Cobait-60 Irradiator 





Products are 
exposed to radiation ™ 
here. ~ 
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Courtesy of Atomic Energy of Canada, Ltd., Ottawa, Canada. 
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Cobalt-60 Shipping Container 


However, changes in consumer prefer- 
ences or in food safety regulations could 
alter the economics of irradiation. The En- 
vironmental Protection Agency’s 1984 ban 
on ethylene dibromide (EDB) as a post- 
harvest fumigant left growers in Hawaii and 
Florida scrambling for an alternative to 
satisfy the quarantine requirements im- 
posed on papaya and citrus. 


The Ultimate Test 

Uncertainty about consumer reactions to 
irradiated foods has dampened the interest 
of many potential users. Companies are 
reluctant to risk the reputation of their 
brand names by associating them with the 
process. 


In this regard, the test marketings of 
mangoes and papayas in Miami and Los 
Angeles provided generally favorable 
results. According to reports, most shop- 
pers were willing to sample and buy high 
quality, irradiated fruit. In the Los Angeles 
stores, irradiated papayas outsold hot- 


Roof Access Hatch 
Roof Plug (3 Pieces) 









Output 


Conveyor 


water treated papayas by a ratio of better 
than 10 to 1. (The irradiated papayas were 
riper because hot-water treatment requires 
that the fruit be harvested when it has just 
Started to ripen.) 


Nevertheless, the tests have not eliminated 
lingering concerns about consumer accep- 
tance. Opponents of the process say that 
safety has not been proven, and they have 
threatened to boycott future sales of ir- 
radiated foods. Meanwhile, regulators— 
influenced by accumulating experimentai 
information and knowledge of radiation 
chemistry—seem to be increasingly 
satisfied that foods irradiated at low doses 
are safe to eat. 


As the regulatory hurdles gradually come 
down, processors are weighing the eco- 
nomics of the technology, but the ultimate 
test will still be the marketplace. 0 


[Written by economist Rosanna Mentzer 
Morrison of the Commodity Economics Divi- 
sion, Economic Research Service.] 
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Trying Times for the Input Industries 


Chart spread is based on materials provided by economists 
Stan Daberkow, LeRoy Hansen, and Harry Vroomen of the 
Resources and Technology Division, Economic Research Service. 


Farm Spending on Tractors, Trucks, Structures, 
and Other Capital items Has Dropped 60% or 
More Since 1979’s Peak 


Although the Decline Is Less Precipitous, Spending on 
Variable Production Inputs Has Fallen to its Lowest 
Level in 9 Years 





Farmers’ total capital expenditures, in $ billions Farmers’ total cash production expenses, in $ billions 
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$96-$98 bil. —— 
One Reason: Fewer Planted 
Acres 
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*Forecast range for 1987. 
Variable inputs include such items as fertilizer, pesticides, feed, seed, and interest. 


*Forecast range for 1987 


input Manufacturing Employment Tells the Story of Contraction 
in the 1980's, Following the Expansion of the 1970’s 


Farm Machinery Plants 


Fertilizer Plants , F 





Employment, in thousands* 


150 Conditions of the 1980’s Have Also 


Squeezed Distributors, Leading to Cuts in 
the Work Force and Further Declines in the 
Number of Machinery and Farm Supply 
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Farm machinery and 
2,982 
0 0 Number of employees 134,395 151,914 112; 
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1975 80 85 1975 80 85 Number of establishments 14,185 13,609 12,503 
Farm supply dealers 
Pesticide Piants Number of employees 130,308 143,504 134,304 
Employment, in thousands* Number of establishments 18,078 17,251 17,114 
20 >. 
wy Farm supply cooperatives’ 
Number of establishments 2,729 2,369 2,165 





‘Number of employees not available. 
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*Manufacturing employment only. 
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Even If Early Reports of Improved 1987 Sales in Some 
Categories Are Borne Out, the Farm Machinery 
Industry Will Still Face a Long Climb Out of a Deep 


Fertilizer Use ls Down Moderately from the High 
Levels of the Late 1970’s and Early 1980's 


Fertilizer use, in millions of nutrient tons 
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Conservation Reserve 
Is Halfway to Goal 


ae to retire some 45 million acres 
of highly erodible farmland by 1990, 
the federal Conservation Reserve Program 
(CRP) is right on target: Nearly 23 million 
acres have been placed into the 10-year 
reserve. 


It has already had a substantial conserva- 
tion impact, say analysts. Because of the 
program, soil erosion was reduced by as 
much as 480 million tons in 1987, based 
on USDA estimates. 


Moreover, the CRP, created by the 1985 
farm bill, may also be coming closer to 
meeting two of its other goals: trimming 
commodity surpluses and stemming the in- 
creases in federal commodity program 
payments. 

“Although the principal purpose of the CRP 
is soil conservation, its effect is to take land 
out of production that might otherwise be 
producing crops currently in surplus,” says 
economist Michael Dicks of USDA’s 
Economic Research Service. 


“The retired cropland also reduces the 
base acreage eligible for payments and 
loans under USDA commodity support pro- 
grams,” he adds. Roughly 65 percent of 
the land enrolled in the CRP was part of 


The Goal: At Least 45 Million Acres 
To Go Into the Conservation 
Reserve By 1990 


100 million acres potentially eligible* 













70 million acres eligible 
(if no county 

is allowed to 
enroll more than 
25% of its 
cropland) 





A minimum 45 
million acres 

targeted for" 
enroliment 














23 million acres 
already enrolled 



































*This is the estimated amount of land in fields which 
meet the CRP requirement (fields that consist « at 
least two-thirds highly erodible soil) 
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an acreage base, indicating recent par- 
ticipation in commodity programs. 
Potentially, the combination of fewer eligi- 
ble acres and a reduction in price- 
depressing surpluses could cut govern- 
ment costs under the commodity support 
programs by a greater amount than that 
needed to make rental payments for land 
entered into the CRP. But any savings de- 
pend on a number of factors, Dicks ex- 
plains, including the nature of the land go- 
ing into the reserve. 


While more base acres of wheat than of 
any other crop have been enrolled in the 
reserve, the largest proportional reductions 
(and thereby the greater impacts) have 
been in barley, sorghum, and oats. More 
than 14 percent of the barley base and 
about 9 percent of the sorghum and oats 
base acreages have been retired into the 
reserve. 


More promising is that in the fourth farmer 
signup, in February 1987, proportionally 
more corn and cotton acreage was put into 
the CRP, in contrast to the earlier signups 
when lower valued crop acreage of barley, 
oats, and sorghum predominated. It also 
appears that crop yields on the acreages 
retired from production averaged pro- 
gressively higher in each of the first four 
signup periods. 


“This indicates that more productive land 
is increasingly being put into the program,” 
says economist Dicks. ‘‘As this continues 
to occur and a larger proportion of higher 
value crop base is retired, the price of 
surplus commodities could strengthen, 
thus reducing total government deficiency 
payments.” 


Wind and Water Erosion 

However, it isn’t the productivity of the land 
or what’s growing cn it that determines 
eligibility for the CRP. Rather, it is the 
degree to which the land is or could be af- 
fected by wind and water erosion. Fields 
that consist of at least two-thirds highly 
erodibie soil are the focus of the reserve 
initiative. 

Under the CRP in fiscal years 1986 and 
1987, almost 16 million acres on 147,000 
farms were placed under permanent 





vegetative cover. Another 7 million acres 
on nearly 55,000 farms, including over 5 
million acres signed up last July, are 
enrolled for fiscal 1988. 


“if all the latest signups from July 1987 are 
contracted, total enroliment in the program 
would be about 23 million acres on about 
200,000 farms,” says Dicks. (As of early 
November, the government was still sizing 
the fields that were enrolled, so acreage 
figures from the July signup may be slightly 
overstated.) 


Dicks says the enroliment increases in 
each of the first four signup periods in- 
dicate broader knowledge of, and interest 
in, the program—as well as changes in the 
definition of eligible lands. These changes 
boosted the eligible acreages from almost 
70 million in 1986 to more than 100 million 
nationwide in 1987. Although more fields 
are now eligible for CRP participation, total 
enrollment in the program can extend to 
only about 70 million acres, at the max- 
imum, because of the rule that no county 
can enter more than 25 percent of its 
cropland without a special USDA waiver. 
So far, USDA waivers have been given to 
43 counties. 


The largest acreages enrolled are in the 
Northern Plains (5.2 million acres), Rocky 
Mountain region (4.8 million), Southern 
Plains (3.7 million), and Corn Beit (3.3 
million). Of the 70 million maximum, the 
Corn Belt has the most eligible acres of any 
region, at 16.6 million, but only about 20 
percent of this acreage is enrolled. Per- 
centages are much higher in several other 
regions—51 percent in the Mountain 
region, and 40 percent or more in the 
Northern Plains, Southern Plains, and 
Pacific region. 

The lowest rate of participation is in the 
Northeast, where only 3.2 percent of the 
3 million eligible acres are enrolled. 


Conservation concerns differ in different 
regions. And these concerns could in- 
fluence the future direction of any revisions 
in the CRP rules. Among the regional con- 
cerns are groundwater depletion in the 
Great Plains, groundwater contamination 
and sedimentation in the Midwest, and 
ground and surface water quality in the 
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eastern United States and coasta! areas 
(reflected in the recent campaign launched 
to clean up the Chesapeake Bay). 


Since the program began, there have been 
five signups. Except for the fifth, each pro- 
duced more contracts and enrolled more 
acreage than the preceding one. In the 
March, May, and August 1986 signups, 
farmers were allowed to enroll for either the 
1986 or 1987 fiscal years. During the 
February and July 1987 enrollments, 
farmers could sign up for the 1987’ and 
1988 fiscal years. The next CRP signup will 
be in February 1988. 


In the fourth signup period, a special bonus 
payment for enrolled corn acreage pro- 
vided an added incentive. 


What Participants Get and Give 
Farmers who participate in the CRP 
receive annual rental payments from USDA 
for 10 years on enrolled lands. In addition, 
USDA picks up half the cost of establishing 
a permanent conservation cover, says 
Dicks. The annual rental payments are 
compensation for retiring the lands from 
crop production, and may be made in cash 
or commodity certificates. 


The total rental payment to any participant 
is capped at $50,000 per year, but this does 
not affect the total payments that may be 


received under other USDA programs. 


Land in reserve cannot be used for pasture, 
hay, or other agricultural production activity 
during the contract period. However, thin- 
ning of trees, or selected logging, is per- 
mitted as part of the timber management 
scheme if trees are planted. And temporary 
waivers may be given in special cases of 
drought or emergency. 


“To enroll land in the CRP, farmers sub- 
mit an offer to participate at their local 
Agricultural Stabilization and Conservation 
Service office during an announced 
signup,”’ says Dicks. In effect, this is a bid 
to participate at a certain price, or rental 
rate. 


There are three major factors that deter- 
mine USDA acceptance: The field must 
meet the CRP definition of highly erodible 
cropland, the offer cannot be more than the 
maximum per acre annual rental payment 
for the area, and the total county participa- 
tion can’t exceed 25 percent of its cropland 
acreage (unless a special county waiver 
has been granted). 


Two other requirements must be met 
before acceptance becomes automatic— 
the farmer must have owned the cropland 
for at least 3 years prior to participation, 
and the cropland must have been planted 


in at least 3 of the 5 years between 1981 
and 1985. 


Dicks says that rental payments to farmers, 
which range from $10 to $90 per acre per 
year, average about $43 for the 1986 crop 
year and about $50 for acreage enrolled 
during 1987. Average rental payments 
have risen in each signup period except the 
fifth, as the geographic distribution of the 
acreage enrolled has changed and as 
farmers have become aware of the max- 
imum acceptable rental rates for their 
areas. 


During the first three signup periods, more 
than 8 million acres were enrolled. Most of 
these were in the Mountain and Southern 
Plains regions and had average yields con- 
siderably lower than the national average. 
But in the fourth signup period, which 
added over 9 million acres, almost half 
were in the Northern Plains, Corn Belt, and 
Lake States regions. Yields here were 
about 10 percent higher than those of the 
acreage enrolled earlier. 


“The one-time bonus payment of $2 per 
bushel of average yields for corn acreage 
enrolled in the fourth signup may have 
helped influence this regional shift,’’ adds 
Dicks. 


Mountain States Have the Highest Enrollment Rate in the Conservation Reserve Program* 












+ Acreage eligible for C 


Data as of Nov. 2, 1987 
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Acreage enrolled in CRP | 


*Eligible acres based on 25% limitation on county participation. 






(continued on next page) 
Payment Rates 
Per Acre Per Year 
Pacific $49 
Mountain $41 
Northern Plains $47 
Southern Plains $40 
Lake States $58 
Corn Belt $69 
Delta States $43 
Northeast $57 
Appalachia $54 
Southeast $42 
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Most of the acreage enrolled in the CRP 
(about 85 percent) uses grass, such as 
fescue and wheat grass, as a permanent 
cover. The estimated average 10-year cost 
of establishing the grass cover is about $80 
per acre, half of which is paid by USDA. 


Tree plantings are on less than 6 percent 
of the enrolled acreage, with an estimated 
average cost for establishment of $76 per 
acre. The remainder is land that was 
previously in grass or trees, placed into 
wildlife habitat or grass waterways, used 
for windbreaks, or treated with some other 
conservation practice. 


Community impact 

“Areas with high enrollment and large 
reductions in erosion may benefit econom- 
ically from enhanced recreation and other 
water uses resulting from improved water 
quality,”’ says Dicks. “‘Farmers’ incomes 
will be supported by USDA rental payments 
for the retired land. However, taking the 
land out of production may reduce farmers’ 
production expenditures and affect some 
agribusinesses in local communities.” 


He notes that establishing permanent 
vegetative cover will initially boost demand 
for grass seed and tree seedlings. 
“Although the majority of farmers with land 
enrolled in the CRP will continue to farm 
on other land, their overall use of produc- 
tion inputs is likely to decline.” 


For instance, in grain production areas, 
economic activity tied to agriculture could 
be reduced in proportion to the reduction 
in harvested acreages. 


What's the best indicator of where the pro- 
gram will most affect rural communities 
and agribusinesses? It may be the propor- 
tion of CRP acreage relative to harvested 
cropland—which excludes fallow, idle 
cropland, cropland pasture, and land with 
crop failure. Harvested cropland figures 
used are those reported in the 1982 
Census of Agriculture. 


“Through July 1987, 170 counties had 
enrolied more than one-fourth of their 
harvested cropland, with the majority in the 
Mountain and Southern Plains regions,”’ 
Dicks says. 
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The effect of the CRP on local communities 
may be intensified by the relatively brief 
transition period. 


“Within 2 years,” he says, “as much as 
a fourth of all farmiand in some counties 
and some areas may be moving out of pro- 
duction and be put into what is possibly a 
permanent conservation reserve. And the 
farmers receiving rental payments won't 
necessarily be spending the money on 
inputs.” 


In many cases, he says, they'll be using it 
for consumer goods and other personal 
needs. 


“That suggests a change in employment 
patterns,”’ Dicks says. ‘‘If people who won’t 
be needed in agriculture-related busi- 
nesses can shift over to retail, recreation, 
and related jobs serving consumer needs, 
the net effect of the transition could be very 
mild. If not, the transition could be more 
difficult.”” 

Costs and Compliance 

CRP costs, in the form of federal rental 
payments to farmers for retiring land from 
production, are estimated at around $780 
million for 1987. ‘‘If signup continues at the 
current rate, rental payments could reach 
$1.5 billion by the end of fiscal 1988,” says 
Dicks. 


Some part of these rental payments will be 
offset by commodity program savings. 


Commodity programs are involved in 
another way, too. 


“Under the 1985 farm bill, implementation 
of an approved conservation plan must 
have begun on all highly erodible land by 
January 1, 1990,” he says. “If these 
requirements are not met, the farmers in- 
volved will lose eligibility for most govern- 
ment commodity programs, including price 
and income support programs, crop in- 
surance, disaster payments, farm storage 
facility loans and storage payments, and 
farm loans that are made, insured, or 
guaranteed by the Farmers Home 
Administration.” 


The approving agency for the conservation 
plans is the local conservation district. 





Overall, some 118 million cropland acres 
are considered highly erodible under this 
conservation compliance provision. Of that 
number, 35 million are now considered in 
compliance under present management— 
with erosion levels at less than predeter- 
mined ‘‘tolerance”’ levels. Up to 23 million 
acres have been placed in the CRP, but not 
all of this land falls under the criteria used 
to identify the 118 million highly erodible 
acres. 


This leaves at least 60 million acres, about 
14 percent of U.S. cropland, that will have 
to be placed into the CRP, if that option ex- 
ists, or brought under some other conser- 
vation plan. 


According to Dicks, most of the acres still 
requiring conservation treatment are 
located in the Corn Belt (26 percent), and 
the Southern Plains, the Mountain region, 
and the Northern Plains (14-17 percent 
each). 


““However, several other regions will have 
an equal or greater proportion of their 
cropland requiring treatment. One-fifth or 
more of the cropland in the Appalachian 
and Northeast regions will need CRP or 
other treatment to meet compliance re- 
quirements,” he says. 


What happens to acreage enrolled in the 
CRP after the 10-year contract expires? 
The land may be returned to cultivation, but 
it will still fall under the conservation com- 
pliance provision of the 1985 farm bill. In 
other words, a farmer who doesn’t imple- 
ment an approved conservation plan would 
lose eligibility for commodity program 
benefits. O 

[Based primarily on information provided by 
economist Michael Dicks of the Resources 
and Technology Division, Economic 
Research Service.] 
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Farmer Says Program Meets Critical Need 


Harold Parker is planting pine trees 
these days, anchoring young, foot- 

long seedlings in the sandy, whitish- 
brown soil of southeastern Georgia. 


Fifteen, twenty years from now, 
these seedlings will have grown up, 
giving the look of an earlier time to 
the gently rolling countryside of 
Screven County, Georgia, an hour’s 
drive from Savannah. 


But for the moment, these young 
trees are taking part in one of the 
largest land retirement programs in 
the nation’s history—the Conserva- 
tion Reserve Program. 


Created to combat soil erosion from 
the wearing effects of wind and 
water, the conservation reserve is 
removing cropland from production 
and placing it in long-term 
“vegetative” cover—some in trees, 
most in grasses. 


Parker has about 260 acres enrolled 
in the program, and he’s put it in 
pines. It was land that he mainly 
used to grow soybeans. And now 
Parker, who concentrates on corn 
and peanuts on his remaining 550 
acres, is helping some of his fellow 
farmers plant pines on their 
conservation-retired cropland. 


A full-time farmer and lifelong 
Georgian, Parker started retiring 
some of his highly erodibie soil into 
pines years before the conservation 
reserve came about. Today, his tree- 
planting skiils are part of a large ef- 
fort that he views as nothing short of 
critical for the nation’s farmers. 


“‘We’re taking land out of production 
that we don’t need,” Parker says. 
“With the surpluses we’ve got, and 
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with the export market like it is, the 


government is paying a lot of money 
for storage, and we need to take the 


pressure off of the grain crop pro- 
ducers.” 


The annual! rental payments made to 


says—that of providing an economic 
incentive to restore pine trees to 
their proper prominence, socially and 
economically, in his area. 


““A good percentage of our pine 
forests have been cleared for cultiva- 
tion,” he says. “‘A lot of timber has 
been cut and continues to be cut, 
more than 100 percent of the 
regrowth in our area, so the conser- 


vation reserve is improving the 
timber supply in this area and the 


Of course, placement of land in the 
conservation program means the 
land won’t be used for any commer- 
cial purpose for at least 10 years, 
and perhaps longer. Even after the 
current conservation contracts are up 
a decade from now, farmers may not 
be measuring time against the 
growth of their trees, looking to the 
day they can be cut down and sold 
to timber companies to become 
Paper products. 


After all, Parker himself planted pine 
trees prior to the reserve program, 
taking some of his less productive 
and highly erodible land out of pro- 
duction permanently. He says he 
may do that with some of the 
pineland now enrolled in the conser- 
vation reserve. 


Parker does have a bit of a problem 
with the conservation reserve pro- 
gram, though. 

“| would like to see more land taken 
out of production,” he says. ‘Most of 
our land is rolling, and depending on 
the slope and type of land, a lot of 
this land can qualify for the conser- 
vation reserve.” 


But nearby flat land, which does not 
meet erosion levels, or tolerances, 
established under the program, can’t 
qualify for enroliment. 

Parker thinks it should. It would help, 
he says, during a time of need. 


“I’ve been farming here since 1960, 
and this is the worst time I’ve seen 
since I've been farming.” 
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Farmers Work 
Longer Hours 


The standard, 40-hour American 
work week may sound like a 
vacation to many farmers, based 
on recently compiled results of 
USDA's Farm Costs and Returns 
Survey for 1986. 


The survey, conducted by the Na- 
tional Agricultural Statistics Serv- 
ice, collected data from a 

sample of thousands of farmers 
representing around 1.6 million of 
the nation’s 2.2 million farms. 


Among the results: reams of 
detailed, farm-level data on 
returns, debts and assets, costs 
of production, farm family living 
expenses, production practices, 
and the distribution of debt 
among lenders. The data was the 
basis for much of the analysis in 
FARMLINE’s \ead article last 
month on financial conditions in 
the farm sector. 


In addition to the financial infor- 
mation, however, Economic 
Research Service economists 
have also reported on other 
survey findings, including the 
following statistics: 


¢ The average reported age of 
operators in 1986 was 51, the 
same as in 1985. Farmers with 
sales in excess of $40,000 
tended to be younger than 
average. Operators of smaller 
farms were older and tended to 
be more financially solvent than 
their younger counterparts. 


© Nearly two-thirds of operators 
with 1986 agricultural sales of 
less than $10,000 did not con- 
sider farming to be their major 
occupation, while 9 cut of 10 
farmers with sales of over 
$40,000 said farming was their 
primary job. 

¢ Farmers with sales in excess 
of $100,000 reported that they 
spent an average 56-58 hours per 
week, 50 weeks per year, work- 
ing on their farm operation. That 
compared with an average of less 
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than 30 hours per week, 43-44 
weeks per year, for farmers with 
sales of less than $20,000. 


¢ Among different farm types, 
the longest hours, not surpris- 
ingly, were worked by dairy 
farmers, who reported a 68-hour 
average week and only 1 week 
off per year. The next toughest 
schedule was reported by poultry 
producers—39 hours per week on 
average and 49 weeks per year. 
Cash grain farmers were third in 
total hours, with a 40-hour week 
and 43 weeks per year. Of 
course, these averages include 
the shorter work weeks of small, 
part-time farmers, and they do 
not include hours worked off the 
farm. 


© The largest share of direct 
government payments went to 
farms in the $100,000-$249,999 
sales class. Fourteen percent of 
all the farms represented in the 
survey were in this class, and 
they received 38 percent of 1986 
payments. Less than 10 percent 
of the payments went to farms 
with sales below $40,000. These 
smaller farms made up 64 per- 
cent of all farms represented in 
the survey, but they accounted 
for just 9-10 percent of the farm 
sector's total crop and livestock 
sales. 


* Large farms—those with sales 
in excess of $500,000—received 
12.7 percent of 1986 government 
payments. Their share of 
payments was disproportionately 
high relative to their numbers, but 
not to their contribution to U.S. 
agricultural production. They 
represent slightly less than 2 per- 
cent of all farms, yet they ac- 
counted for 35 percent of all 1986 
crop sales and nearly 27 percent 
of livestock sales. 


Cigarette Exports 
Rise Sharply 


For the U.S. tobacco industry, 
cigarette exports have recently 
become a king-size exception in 


an otherwise stunted demand 
picture. 

According to preliminary trade 
figures for the first 8 months of 
1987, the United States shipped 
out 62.9 billion cigarettes, a 
55-percent increase from the 
number exported during the 
same period of 1986. More than 
two-thirds of the added sales 
went to one customer, reports 
USDA economist Verner Grise of 
the Economic Research Service. 


on manufactured tobacco pro- 
ducts, Grise says. The tariff was 
lifted on April 1, 1987, cutting 
prices of imported cigarettes and 
sharply boosting the U.S. share 
of the market. 

The result: Japan became our 
largest single market, taking 21.4 
billion U.S. cigarettes during 
January-August 1987. That was 
one-third of our total exports dur- 
ing the period, and four times the 
number purchased by Japan in 
the first 8 months of 1986. 


“If priced competitively, American 
cigarettes will do quite well in 
most markets,” says economist 
Dan Stevens of USDA's Foreign 
Agricultural Service. ‘‘That’s what 
is happening in Japan.” 


The appeal of American cigar- 
ettes, according to Stevens, is 
based on quality and reputation. 
“The American cigarette,” he ex- 
plains, “is one of the highest 
quality cigarettes in the worid 
simply because it uses more 
American tobacco than any other 
cigarette. It’s more flavorful, and 
it’s also viewed as sort of a 
status symbol.” 


American cigarettes have prob- 
ably captured ‘“‘around 10 percent 
of the Japanese market right 
now,” he says, up from just over 
2 percent in 1986. “! think we'll 
maintain that share or possibly go 
up some.” 


But Stevens also notes that the 
Japanese tobacco industry can 


be expected to defend its territory 
with new brands and new 
marketing strategies. 


What kind of U.S. cigarettes are ' 
the Japanese smoking? ‘‘We 

think it is mostly the charcoal- 

filtered brands going in there,” 

he says. r 
Although Japan is 1987’s biggest 
success story for American 

cigarette exports, higher sales 

were also recorded in several 

other markets, including Belgium, 

Hong Kong, and Singapore. 


Verner Grise says U.S. cigarettes 
are doing particularly well in Far 
East markets generally, and 
further growth in exports seems 
likely. There are built-in limits, 
however. Overall cigarette con- 
sumption is stable or falling in 
many nations, and American 
cigarettes continue to face a 
maze of discriminatory quotas 
and tariffs abroad, he observes. 











Saudi 

Arabia 4.0 3.3 
Singapore 1.8 2.1 , 
All markets 40.5 62.9 





Ohio Producers 
Say Farm Crisis 
Had Many Causes 


Ohio farmers questioned in a re- 
cent survey say the blame for the 
farm financial crisis should be 

shared by the economy, govern- 
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ment, banks, universities, foreign 
competitors, and farmers 
themselves. 


Many of the 940 randomly 
selected farmers said when inter- 
viewed last spring that they did 
not at that time see an end to the 
problems that have plagued U.S. 
agriculture curing the 1980’s. 
They added that until farm com- 
modity prices rise substantially, 
many producers will continue to 
lose money. 


The question about the cause of 
the farm crisis was just one in a 
lengthy survey about farm pro- 
duction, income, assets, debts, 
off-farm jobs, marketing 
strategies, and other aspects of 
farm business and family 
activities. 


The survey showed that the 
average Ohio farm debt is 18 per- 
cent of assets, compared with 22 
percent nationwide (determined 
by a USDA survey conducted at 
about the same time). But for 
Ohio farms with annual receipts 
of more than $100,000, the figure 
was 34 percent. 


Ohio State University and 
USDA’s Economic Research Ser- 
vice are sponsoring the Ohio 
survey, which will continue for 4 
more years. Directing the project 
are Robert D. Munoz, an ERS 
researcher stationed at the 
university, and D. Lynn Forster, 
an OSU agricultural economics 
professor. 


Munoz says the survey responses 
indicate that Ohio farmers 
understand the complexities of 
agriculture in an international 
setting. 


The farmers interviewed often 
spoke of “fair prices”’ and “fair 
profits,"’ Munoz says. Many said 
that their costs of doing business 
are too high compared with the 
prices they get for their com- 
modities. A frequent comment 
was that falling land prices had 
cut producers’ equity by as much 
as half, making it difficult to 
secure new loans. 
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One respondent suggested that 
countries exporting farm products 
should work together to cut pro- 
duction and raise prices. Others 
said they believed that U.S. farm 
products were not being pro- 
moted adequately overseas. 
Several cited the 1980 embargo 
of grain sales to the Soviet Union 
as a big reason that U.S. export 
markets were lost. One farmer 
said the United States ‘‘should let 
anyone buy our products.” 


A number of the survey 
respondents said that farmers 
were given bad advice in the 
1970’s. The universities and the 
farm magazines ‘‘told us to buy, 
buy, buy,”’ one said. Another 
commented that ‘‘Too many lend- 
ing agencies were too eager to 
lend without any idea how the 
farmers were going to pay it 
back.” 


A number of the respondents 
also assumed part of the blame 
themselves. They said they got 
too far into debt, and paid ex- 
cessively high prices for land and 
machinery in the good years of 
the 1970's. “‘We overextended 
ourselves. . . were too 

greedy. . .our own worst 
enemies,”’ were among the 
phrases used. 


Munoz says the survey will help 
monitor farmers’ reactions to 
economic and social changes in 
both the production and 
household ends of the farm 
business. ‘“‘We hope this survey 
will be helpful in devising policies 
and programs to alleviate the 
problems as perceived by the 
farmers themselves,’’ Munoz 
says. 


immigrants’ Use 
Of Welfare Limited 


Increased numbers of immigrants 
to the United States in recent 
years have created added de- 
mand for social services, at the 
same time people in agriculture 
and other troubled economic sec- 


tors have needed additional help. 


However, there is evidence sug- 
gesting that recent immigrants, 
and the immigration amnesty pro- 
gram that went into effect during 
the last year, may not be putting 
significantly greater demands on 
the system. 


Leif Jensen, an analyst with 
USDA's Economic Research Ser- 
vice, says that a study of im- 
migration during the 1960-80 
period shows that immigrants, in 
the aggregate, are not more likely 
than natives (people born in this 
country) to receive public 
assistance. Moreover, after con- 
trolling for many factors that af- 
fect need and eligibility for 
welfare benefits, immigrants are 
less likely than natives to receive 
welfare. 


Jensen concluded from his 
research that there is little reason 
for public concern that the 
amnesty program (granting of 
legal status to undocumented 
aliens who have been in this 
country for several years) will 
have a serious impact on public 
assistance outlays. 


He analyzed information about 
families from 1960, 1970, and 
1980 Census of Population data. 
Immigration reform in 1965 in- 
creased the total number of 
immigrants to this country, 
deemphasized the importance of 
occupational skills for immigrants, 
and resulted in more immigrants 
from less developed countries, 
especially in Asia and Latin 
America. 


Many of those opposed to the 
1965 and 1986 legislation argued 
that the country was admitting 
too many immigrants who were 
destined for the bottom of the 
economic and social system. 
Jensen cited a national poll taken 
in July 1986 showing that nearly 
half of adult Americans believed 
that most immigrants go on 
welfare. 


“The data refute this assump- 
tion,”” Jensen says. The 1979 


levels of families on welfare were: 
whites, 6 percent of natives and 
5.5 percent of immigrants; 
Asians, 5.8 percent of natives 
and 9.7 percent of immigrants; 
Hispanics, 15.5 percent of natives 
and 17.6 percent of immigrants; 
and blacks, 25.2 percent of 
natives and 10.7 of immigrants. 


During the early part of the 
1980's, 48 percent of immigrants 
were from Asia, 35 percent from 
Latin America, 12 percent from 
Europe, and 5 percent from other 
areas. During the 1950's, 53 per- 
cent were from Europe, 25 per- 
cent from Latin America, 6 per- 
cent from Asia, and 16 percent 
from other areas. 


Jensen said he found a ‘‘strong 
negative relationship” between 
immigrant status and receipt of 
welfare benefits, ‘refuting the 
claim that immigrants have a 
penchant for public assistance.” 


A decrease in the number of 
agricultural jobs in recent 
decades is one factor making it 
more difficult for today’s unskilled 
immigrants to avoid poverty. 

Yet even among recent im- 
migrants, who had higher poverty 
rates than either natives or other 
immigrants, there was no strong 
evidence of a greater proclivity 
toward welfare use than among 
natives, according to Jensen. 


Overall, the study suggests that 
immigrants, to a greater degree 
than natives, do not utilize public 
assistance in times of economic 
hardship. As with immigrants in 
other eras of U.S.history, those of 
the 1960-80 period “appeared to 
be industrious and able to 
capitalize on their labor force 
potential to keep out of poverty,” 
Jensen says. 

He says it was difficult to tell 
from the data available to him 
whether poverty among the most 
recent immigrants is temporary or 
long-lasting. Keeping track of in- 
dividual immigrants over time 
would be necessary to make. that 
determination, he says. 
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Farm Chemicals 
May Be Getting 
into Groundwater 


The agricultural chemicals that 
help make American farms so 
productive may also be getting 
into some of the nation’s drinking 
water. 


According to this study by 
economists Elizabeth Nielsen and 
Linda Lee, an estimated 50 
million people are dependent on 
groundwater that is potentially 
contaminated by pesticides or 
nitrates from fertilizer. Of this 
number, about 19 million obtain 
their water from private wells, 
which are often shallower and 
more vulnerable than public 
water systems. 

Regions with potential contamina- 
tion of groundwater by pesticides 
include the eastern seaboard, 
gulf coast, and upper Midwest. 
Regions with potential nitrate 
contamination include the Great 
Plains and parts of the North- 
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This report identifies the poten- 
tially contaminated areas of the 
country, estimates the popula- 
tions living in those areas, and 
projects the costs of monitoring 
their wells for pesticides and 
nitrates. The possible hazards of 
contamination, as well as 
remedial strategies, are also 
discussed. 


The Magnitude and Costs of 
Groundwater Contamination 
from Agricultural Chemicals: A 
National Perspective by Nielsen 
and Lee. (Published October 
1987; 38 pages of text, maps, 
and tabular data; GPO Stock No. 
001-019-00527-1; $2.50.) 


Fewer Acres 
Now Irrigated 


Only about 13 percent of U.S. 
harvested cropland is irrigated, 
but 30 percent of the value of all 
cropland production comes from 
this land. Irrigated fruits, 
vegetables, and other high-value 
specialty crops largely account 
for the difference. 


More than 90 percent of all ir- 
rigated acres are located in 20 
states—the 17 western states 
plus Arkansas, Florida, and 
Louisiana. 

California had more than twice as 
many irrigated farms as any other 
state in 1982. It also had the 
most irrigated land—8.5 million 
acres, including 1.2 million in 
Fresno County and nearly 
900,000 in Kern County. 


Arizona and Nevada were not 
among the top ten states in either 
of the above rankings, but they 
led the nation in another 
category. In both states, more 
than 99 percent of harvested 
cropland was irrigated. Other 
states with at least half of the 
harvested cropland under irriga- 
tion were California, Utah, Wyom- 
ing, Idaho, and New Mexico. 


Of the three major irrigated crops 
nationwide, Nebraska had the 
most irrigated corn acreage, 
Texas the most wheat acreage, 
and California the most irrigated 
hay acreage. 

Arizona applied the most water to 
its irrigated fields—an average 





4.4 acre-feet in 1984. California 
followed at 3.1 acre-feet. 


The average value of irrigated 
land was as high as $10,961 per 
acre in New York state in 1986. 
Florida ranked second at $7,212 
per acre. 


Although irrigated acreage nation- 
wide fell by 11 percent between 
1979 and 1984, total energy ex- 
penses for irrigation pumping 
rose 41 percent in the same 
period to nearly $1 billion. About 
56 percent of U.S. irrigation water 
comes from wells and 44 percent 
from surface sources. 


This report presents state-by-state 
irrigation data, including informa- 
tion on the amount and location 
of irrigated land, the major ir- 
rigated crops, groundwater 
withdrawal sites, precipitation 
levels, sources of water, applica- 
tion methods, and pumping 
expenses. 

Agricultural Irrigation and Water 
Supply by Bajwa, Crosswhite, 
and Hostetler. (Published October 
1987; 109 pages of maps and 
tabular data; GPO Stock No. 
001-019-00552-1; $5.00.) 
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Monthly Price Monitor highest since July 1985. Cotton edged up lowest price since April 1986. Broilers 

























































































; ' to 64.8¢ a pound, while lettuce prices recovered to 46.9¢ a pound after 
USDA's November index of farm prices . . . 
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To get the whole picture you need aii the agriculture facts. 


ee Please mark the appropriate boxes with the number of subscriptions for each 


publication you wish to order. 

Publication Domestic Outside U.S. 
() Farmline $11.00 $13.75 

11 issues 


[] National Food Review $10.00 $12.50 
4 issues 


‘ () Rural Development $ 9.00 $11.25 
Perspectives—3 issues 
Mail your check or money order payable to USDA/ERS to: USDA/ERS 


P.O. Box 1608 
Rockville, MD 20850 


() Enclosed is my check or money order for $ _..-. ~~» (total). 
(_] Please bill me. 


Farmline. Written for farmers, farm-related 


! 
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Note: Only checks drawn on U.S. banks, cashier’s checks, or international money orders accepted. 
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953-2515 and order today or complete the 
form and return to ERS. Company or organization 


Street address or P.O. Box 
Order now by calling 
301—953—2515 


City, State, ZIP 
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